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Introduction

CalPERS experience& another exceptionai year in investment
returns, benefit program administration, and management of our
health benefits program.

Much of our progress this year flowed from the ad.option of the
CalPERS Strategic Plan, a road map for meeting challenges as we
head toward the 21+ century.

Woven throug}i this year’s annual report is an outline of this
Strategic Plan. Each section of this report provides an insight into
our eight strategic goals and outlines some of the first important steps
we are taizing to achieve these goals.

This plan was clesignecl to ensure that CalPERS is operating in
the best possil)le manner to meet the chaiienges of the next five years.
It was (ieveiopeti with input from individuals and groups who have a
stake in benefits administration in the future.

As you read the Operations Summary and Comprehensive
Annual Financial Report, we hope you will see not only our progress
for the year ended in June 1996, but that you will also be pleasecl
with our first steps toward meeting our ambitious goals. Qur “focus” is
sharp, and our commitment is firm as we strive for superior
performance, cost-effective management, and quality service for all

of our customers.

CALPERS STRATEGIC PLAN GOALS
I. We will be mission driven.
II. We will sustain a high performance work culture.

1. We will make our programs, processes, and strategic directions
understandable to our stakeholders and highly valued I)y our

internal and external customers.
IV. We will use our resources eiiectively.

V. We will continuously meet or exceed internal and external

customer quaiity—oi—service expectations.

VL. We will clesign, develop, and deliver our programs and benefits

to be innovative and market sensitive.

VII. We will have a positive pui)iic identity and relationship with

our external customers and stalzehoi&ers.

VIII. We will eiiectiveiy organize and focus resources to primarily
assure that sufficient funds are available to pay benefits and,

to seconclariiy minimize and stabilize employer contributions.



Financial Highlights

WE WILL USE OUR RESOURCES EFFECTIVELY. Resources will be efficiently

organizecl and focused to support effective management of the System. — Goal IV

PuBLIC EMPLOYEES’ RETIREMENT FUND (UNAUDITIED)

1996 1995
Assets
Cash & Cash Equivalents $9,104,357 $6,508,779
Investments, at Fair Value 99,984,935,915 87,781,948,360
Receivables 2,349,973,820 2,211,423,575
Other Assets 82,081,880 88,634,564
Total Assets $102,426,095,972.  $90,088,515,278
Liabilities $726,978,755 $649,379,569

Net Assets Held in Trust

for Pension Benefits $101,699,117,217
ADDITIONS & DEDUCTIONS

1996

$89,439,135,709

1995

Additions
Member Contributions
Employer Contributions

$1,338,044,978
1,850,103,438

Investments Income 13,135,454,838

$1,290,624,208
1,678,933,781
12,502,185,919

Other 1,747,245 2,342,343
Total 1996 Additions $16,325,350,499  $15,374,086,251
Deductions

Retirement, Dea’ch, &
Survivor Benefits

Refunds
Administrative Costs

$3,846,390,136
138,296,520
80,682,335

$3,657,486,924
130,668,331
67,697,488

Total 1996 Deductions $4,065,368,991

Increase in Net Assets
Held in Trust for

Pension Benefits $12,259,981,508

$3,755,852,743

$11,618,233,508

Complete financial information of all the Funds administered

by CalPERS can be found in the Comprehensive Annual Financial

Report for the year ended June 30, 1996.



President’s Message

WE wiLL BE MissioN brIVEN. We will use our strengths to establish and
maintain our leadership role—first, for the benefit of our external customers—
and seconcl, to effectively respon(l to the needs of our stakeholders. — Goal

Dear CalPERS Member and Stakeholder:
I am pleased to report that in fiscal year 1995-96, CalPERS
completed &evelopment of a Strategic Plan to carry us into the
21 century. Flexible and ambitious, the plan is the result of two years
of comprehensive analysis of the financial, social, and service issues
facing our customers and our System. No program or process was
overlooked in the detailed analysis undertaken. We reviewed
both the internal structure of CalPERS and the external

pressures on our decision—malzing process. We

reviewed our most basic fiduciary responsi]ailities,
and sought to find new ways to harness
information technology in order to Lring world
class service to our more than one million
members and the thousands of public sector
employers that clepen(l on CalPERS.

Building on the strength, stability, and
innovation that has made the System a leader
for the past 65 years, the Strategic Plan that
has been developecl includes a new mission
statement and solid principles to guide our work

as we move forward. We have wasted no time in
getting started. Annual plan goals and strategies,
focused on continuous improvement, have been
developed. We have maintained our customer
service focus, furthered our investment objectives, and
undertaken a variety of new initiatives (lesigned to
enhance member retirement and health security.
During fiscal year 1995-96, we put several Luilding
blocks of change in place. We launched our first centralized
information technology project which ultimately will enable
employers and members to access CalPERS information using only
their phone, a mo&em, and their personal computer. We l)egan to
build an actuarial software system that will provide our employers
with an unparalleled actuarial valuation system that will surely
become the in(lustry standard. A(lclitionally, we have put all the
services we provicle employers under one organizational unit umbrella
for greater efficiency.
While we reaffirmed our asset allocation strategy, we
emphasized risk management with on-going examination of the

relationship between our assets and our liabilities. We recognized that



for real change to occur, we need to ensure that we will sustain a high

performance work culture. We started down this path with the
establishment of a Change Management Office to facilitate the
coaching and training of employees to work collabora’tively to achieve
our goals.

It was also an exceptional year in terms of investment returns
and program performance. This was the year in which the CalPERS
Fund crossed the $100 billion mark—a milestone in dollar grow’ch
and an important reminder of the distance we will need to go to fund
retirement benefits exceeding an estimated $34 billion a year l)y the
year 2024. It was the fourth consecutive year we kept health premium
costs down, while adding substantial improvements in quality of care.
We exceeded our own expectations in the popularity of our new Long-
Term Care Program and our marleeting efforts helped continue steacly
grow’ch in our Public Agency Deferred Compensation Program.

It was a year of major improvement in communications with
our members, employers, and stakeholders. We continued our very
popular member retirement seminars, improved our annual member
statements, and expan(le(l our regular pu})hca‘cions for members and
employers. We intend additional improvements in the year ahead as
we strive to meet another Strategic Plan goal—to make our programs,
processes, and strategic directions understandable and valued ]ay all.

In summary, for the past year the CalPERS Board of
Administration has worked especiaHy hard to seek high investment
returns while care£u11y managing risk. With the 1eadership provi(le(l
by a very committed Board and the continued professionalism and
dedication of staﬁ, I am confident that we will be able to meet the
critical challenges we will face in the future. CalPERS members,
beneficiaries, and employers will see continued improvements in
financial strengt}l, retirement stahility, and unparalleled service
through innovation. With our focus sharpened through the
establishment of our Strategic Plan, and with the support of our

mem]:)ers an(l stalzeholders, our aims are ac}lieva]sle.

Respectfully submitted,

William Dale Crist, President
CalPERS Board of Administration

[@a
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WE WILL SUSTAIN A HIGH PERFORMANCE WORK cULTURE that is responsive
to internal and external customer needs. .. Employees will perform na
proactive, innovative, values-driven manner. — Goal 11

During fiscal year 1995-96, CalPERS Legan putting the
building blocks in place to achieve our goals of becoming highly

responsive, innovative, and market sensitive.
CUSTOMER SERVICE ADVANCEMENTS—EMPLOYERS

CalPERS is dedicated to l)ringing about a quantum

" 0 SEV 1eap in customer service during the next five years. One

of the first steps occurred this year, when CalPERS

consolidated five separate functions serving

employers into a “one-stop shop.” Today,

employers have their own designated team within
ploy g

the new Actuarial and Employer Services
Division. Bach team provides personal service
of all kinds—from specialize(l employer
training, to payroll processing, as well as
actuarial support services.

In addition, employers I)egan recelving
on-line computer access to CalPERS to view
or make changes to their membership data.
Known as the Member Action Request

System (MARS), it is the ]:)eginning of an
effort to create an easy-to-use, paperless
information system, which will provide more
effective and efficient benefits administration for
employers and members.
Beginning in March 1996, the City of Roseville
was the first to use MARS to view and make real-time

changes to mem]oership data via computer.

The ﬁrst steps toward paper/ess [Jeneﬁts CUSTOMER SERVICE—ACTIVE,
administration were realized when the City INACTIVE, AND RETIRED MEMBERS

o)[ Roseville became the first emp/oyer to

input on-line, real time membership changes One way in which customer service is
through the innovative MARS program. measured is the type of service provided over
CalPERS representatives, Terrie Boyc[ the telephone. During the last fiscal year,
(/e][t) and Steve Propp, assisted Roseville CalPERS received over 170,000 calls in the
Personnel Technician, Candi Fligge, in Benefit Application Services area alone. An
getting “on-line’. astoun(ling 05.3 percent of those callers got

tllrough without a lausy signal and those who



had to wait for an operator, waited on

average 1 minute, 40 seconds.

Those wanting information on the
CalPERS Health Program were able to make
their telephone calls free this year, with the
institution of a new toll-free telephone
number. As a resul‘c, even more customers
called this year than in the past.

The more than 233,000 customers
who called the CalPERS Post Retirement
Services Division also received a higher level
of service. Last year, staff focused on directing
customers to appropriate specialists. This year,
there are more customer service assistants
available and each handles a number of
processing tasks clirectly.

In an effort to provicle the most cost-
effective way to reach members needing
financial planning, CalPERS introduced two
new no-cost financial planning seminars.
Members receive information on a variety of
topics from i(].entirying financial goals,
I)uclgeting and debt control, to insurance, tax

planning, and estate planning.

Every CalPERS active and inactive
member receives a CalPERS Annual
Member Statement. This past year, the
statements provided more details than ever,
in an easy—to—understancl format.
Improvements included a better display of
service credit history, information on
reciprocal system membership, and
estimates of future retirement })enerits,
where appropriate.

California’s volunteer firefighters
received more information about CalPERS
Volunteer Firefighters’ Lengt}l of Service
Award System this year. Asa result, this
System became stronger than ever, with

contributions totaling more than $1 million.

STRENGTHENING THE FUND THROUGH
INVESTMENTS

Again this year, the Board of
Administration reaffirmed an asset
allocation policy which shifted more assets
into higher performing equities. The decision

paid off, resulting in substantial earnings.

On May 14, 1996, the CalPERS Fund
crossed the $1OO billion mark. It is
notewort}ly because the System will need to
pay benefits for the great numbers of

employees who will be retiring or retired.

ADDING SHAREHOLDER VALUE THROUGH
INTERNATIONAL CORPORATE GOVERNANCE

The Board also approved an expanded
role in shareholder activism with the
establishment of an International Corporate
Governance Program designe& to enhance
returns on investments. If the international
program is as successful as our Domestic
Corporate Governance Program, these
activities could add an estimated $150 million
a year in extra returns on investments.

In an effort to help ensure maximum
returns in each of the separate asset classes,
the Board also authorized the hiring of
senior investment port{;olio managers for the
private equity, fixed income, and real estate
classes. Two of the three managers were on
board l)y the end of the fiscal year. The third
will be retained during fiscal year 1996-97.
Each is responsible for a comprehensive
review of their specialize& port{olios and for
developing proposed strategies to help

maximize returns for the years to come.
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CALPERS ESCALATES QUALITY OF CARE AS AN ISSUE ON

ITS HEALTH PROGRAM AGENDA

The CalPERS Strategic Plan calls for ensuring affordable
health p]an premiums and gooct quality health care.

This year, CalPERS has been even more active on the health
care front. We successtully negotiatect health care premiums below the
national average, with Health Maintenance Organization (HMO)

premiums reduced by 1.4 percent, the fourth decrease in as many

years. HMO Supplement to Medicare and Manage(t Medicare

plan premiums decreased an astouncling 38.5 percent.

As a result of the savings in Managed Medicare

premiums, retirees in these plans received new
benefits, inclucting hearing aid coverage and a
$1 prescription copayment.
All members benefitted from the
ctevelopment of the easy-to-use CalPERS
Health Plan Quality/ Performance Report.
This report includes data from the 1995
Exit Survey, which shows why members
ctlanged ptans and wtly others chose to
remain with their plans.
In an effort to ensure that there is
quality access to health care for all our
memt)ers, CalPERS worked to expanct health
care choices for members who reside in rural
areas of California and for members who live
out-of-state. This effort helped members in Del
Norte County and those now living in parts of

Teamwork and information sharing were the
foundaﬁon o_)[ our Strategic Plan development.
CalPERS staﬁ( and stakeholders worked
co//alaorative/y to Jevelop a road map for
future success. Wilma Krebs, Ca/ifornfa State
retired faculty representative, Board Member
Charles P. Valdes (stanaling), and Oﬁl;'ce 0][
Long-Term Care Chief Tom Fischer,
continue this relationship by regularly
discussing benefit issues.

Arizona, particularly.

LONG-TERM CARE AND DEFERRED
COMPENSATION PROGRAMS

Last year, CalPERS responctect toa
major unmet customer need—how to
finance a tong—term illness. Such needs can
have ctevastating financial effects. (An
average annual nursing home stay costs
$44,000; or at—tlome, assisted-care
expenses of $20,000 for families who need
to hire a caregiver.)

At the t)eginning of 1995, CalPERS

came to the rescue with a new program—ttle



CalPERS Long—Term Care Program. Itis
the first not—ior—proiit, self-funded program
in the United States and focuses on delivery
of care, not just iinancing a prolonge(i stay at
a nursing home or a 1engthy stay at home
with assisted care. By the close of fiscal year
1995—96, CaiPERS enrollecl alrnost
40,000 members in the program.

The Public Agency Deferred
Compensation Program is another
CalPERS service clesignecl to help members
add to their retirement savings. Deferred
compensation allows a member to shelter a
portion of their salary from income tax and
direct their money into investment options
of their own choice.

The full-service Deferred
Compensation Program was offered for the
first time to pui)lic agency employers and
their employees in fiscal year 1994.-95,
and this year, many more joine(i the
program. An average of five new agencies a
month offered this program as a benefit for
their employees &uring the year, with more
than $1 million a month i)eing added to the
deferred compensation investment pool.
The growth came about as a result of efforts
by CalPERS staff to make this program well

known to pul)lic agency empioyers.
PREVENTING FRAUD AND ABUSE

CalPERS Board and staff undertook
additional steps to enhance protection of
the Fund against fraud and abuse. The
Office of Audit Services was reorganized to
strengthen the indepenclent appraisai
function that examines and evaluates all
CalPERS activities. The Legal Office,
worlzing in cooperation with the Benefit
Application Services Division, developed a
pilot “Disability Validation Team” designed
to screen certain (iisa]aility retirement

applications to ensure they are 1egitima’ce.

9

In fiscal year 1995—96, the Board

strengthene& its own ethics and conflicts of

interest requirements by adding additional
rules governing official travel and expenses
and l)y approving a new policy aiiecting
potential contractors, who now must disclose
any financial relationships with past or
present CalPERS officials prior to being

considered for a contract with the System.

SEEKING EXCELLENCE IN
OPERATIONAL EFFECTIVENESS

Perhaps no single program change is
as comprehensive as the System’s efforts to
modernize its management information
systems for the next century. During fiscal
year 1995-96, CalPERS undertook an
ambitious program to speed up our ability to
retrieve information and serve our members
through the Integrated Corporate Database
Project. Accorcling to the Legisiative
Anaiyst’s Office, the new system Leing
phased in at CalPERS is one of the few
within State government that could serve
“as useful models for technology efforts” in
all State agencies. The ultimate objective is
to have a comprehensive, coordinated
management information system that will
quiclzly provicie members and empioyers with
the most up—to—(i.ate, reliai)le, and compie’ce

information possilole.
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CalPERS Board of Administration

William D. Crist
President
Empioyee Member
(elected i)y State mem]aers)
Professor, CSU—Stanislaus
Term Ends: January 15, 1999

Charles P. Valdes
Vice President
Empioyee Member
(electe(i i)y all meml:)ers)
Counsei, Department of

Transportation

Term Ends: January 15, 1998

Ronald Alvarado
State Personnel Board Member
((iesignated. by the State
Personnel Board)
Term Ends: Serves at the pleasure
of the State Personnel Board

Richard Carpenter ]]
Thru January 1996
Harry Bubb
Official of Life Insurer!
Chairman Emeritus, Pacific Mutual

Life Insurance

Term Encls: ]anuary 15, 1997

Robert F. Carlson
Retired Member
(electe(i i)y retirees)
Retired— Chief Counsel,

Department of Transportation

Term En(ls: ]anuary 15, 2000

Thomas J. Clark
Elected Official of Local Government’
Former Councilman,
City of Long Beach
Optometrist

Term El’lClS: ]anuary 15, 1999
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Jerry Cremins
Public Representative®
President, State Buii(i,ing &
Construction Trades Council
of California
Term Ends: January 15, 1996

Katl‘nleen Conneﬂ
State Controller
Ex Officio Member

Michael Flaherman

Employee Member

(elected by public agency members)
Bconomist, Bay Area Rapid Transit
Term Ends: January 15, 1999

Matt Fong

State Treasurer

Ex Officio Member

William Rosen])erg'
Employee Member
(eiected l)y all members)
Retired—Retirement Specialist,
CalPERS
Term Ends: January 15, 1998

Kurato Shimada
Employee Member
(eiecte(i i)y school memi)ers)
Lanclscape/Grouncls Supervisor,
Qak Grove School District
Term Ends: January 15, 1999

David Tirapelle
Director, State Department of

Personnel Administration

Ex Officio Member

Notes:
! Governor appointee.

2 Appointezf joint/y l?y the Speaker of the Assemé/y
and the Senate Rules Committee.



CalPERS Board Committees

IN ADDITION TO THEIR REGULAR DUTIES, BOARD MEMBERS also serve on
permanent and ad hoc committees to review specific proﬁranls, projects, or
issues and make recommendations to the Board. The following committees

were active as of June 30, 1996.

Benefits & Program Administration

Michael Flaherman, Chair

Ronald Alvaraclo, Vice Chair

Robert F. Carlson

Kathleen Connell

William D. Crist

Matt Fong

William Rosen})erg (Chair thru

February 1996)

This committee reviews all matters

related to benefit program structure,
actuarial studies and rate setting, retirement

program policy, and administrative issues.

Executive Performance & Compensation

Robert F. Carlson, Chair

Thomas J. Clark, Vice Chair

Harry Bubb

William D. Crist

Charles P. Valdes

This committee studies and evaluates

compensation mechanisms and criteria,
develops policies and procedures, and makes
recommendations to the Board concerning

compensation of 12ey personnel.

Finance

Robert F. Carlson, Chair

Kathleen Connell, Vice Chair

William D. Crist

Michael Flaherman

Matt Fong

David Tirapelle

Charles P. Valdes

This committee provides financial

oversig}l’t on all l)uclget matters, evaluates

{un(].ing alternatives, oversees preparation

and recommends approval of the CalPERS
Luclget, and oversees the CalPERS annual
and periodic audits l)y both internal and

external audit units.

Health Benefits

Kurato Shimada, Chair

Charles P. Valcles, Vice Chair

Harry Bubb

Kathleen Connell

Jerry Cremins

Matt Fong

David Tirapelle

This committee oversees the

administration of the Public Employees'
Medical & Hospital Care Act program.

Investments

Charles P. Valcles, Chair

William D. Crist, Vice Chair

Ronald Alvarado

Harry Bubb

Robert F. Carlson

Thomas J. Clark

Kathleen Connell

Jerry Cremins

Michael Flaherman

Matt Fong

William Rosenl)erg

Kurato Shimada

David Tirapelle

This committee reviews investment

transactions, the investment per]formance of
both internal and external managers, and

establishes investment policy and strategy.

12



Investments Subcommittees:

Policy

David Tirapelle, Chair

Robert F. Carlson

Charles P. Valdes

This subcommittee conducts an

inventory of all existing investment policies,
procedures, and guidelines for review by the
Investment Committee. It reviews and
recommends revisions to these on a priority
basis. This subcommittee is also charged with
&eveloping a manual of policies, procedures, and

guidelines, and a process for periodic revisions.

Real Estate

Michael Flaherman, Chair

David Tirapelle, Vice Chair

Robert F. Carlson

Thomas J. Clark

Jerry Cremins

William Rosenl)erg

Charles P. Valdes

This subcommittee clevelops real

estate investment portfolio strategies,
policies, and procedures for Investment

Committee approval.

Strategic Planning

David Tirapelle, Chair

Michael Flaherman, Vice Chair

Harry Bubb

Thomas J. Clark

Kathleen Connell

Matt Fong

William Rosen})erg

This committee oversees the strategic

planning process, including selection of
consultants, clefining process clirection, and
monitoring development of the CalPERS
Strategic Plan.

13

Other Committees

Ad Hoc Committee to Review Board
Information Requirements

Michael Fla}lerman, Chair

Robert F. Carlson

William Rosenberg

Kurato Shimada

Charles P. Valdes

(Vacant)

This committee determines what
information the Board requires, organization
and presentation of that information,
frequency, and distribution. The committee
also reviews technology to improve, clevelop,
disseminate, and reduce the overall cost of
providing information to the Board and
other parties.
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CalPERS Stafl

EXECUTIVE OFFICE
James E. Burton
Chief Executive Officer
Richard H. Koppes
Deputy Executive Officer &
General Counsel
(Thru ]uly 30, 1996)
Robert Ag’uallo
Assistant Executive Officer
Investment Office
Vincent P. Brown
Assistant Executive Officer
Financial & Administrative Services
Kayla Gillan
General Counsel (as of August 27, 1996)
Sandra C. Lund
Assistant Executive Officer
Member & Benefit Services
Patricia K. Macht
Chief, Office of Public Affairs
Sheryl Pressler
Chief Investment Officer
Investment Office
Ron Seeling
Chief Actuary
Margaret Stanley
Assistant Executive Officer
Health Benefit Services
Robert D. Walton
Assistant Executive Officer
Governmental Aﬁairs,

Planning & Research

DIVISIONS
Tom Britting

Chief, Office of Audit Services
Tom Fischer

Chief, Office of Long-Term Care
Pat Harris

Chief, Benefit Application Services
Barbara Heg(lal

Chief, Member Services
Mitzi Higashidani

Chief, Information Technology Services

Gary M. Jones

Chief, Field Services
Michael Koester

Chief, Operations Support Services
Ron Kraft

Chief, Fiscal Services
Ken Marzion

Chief, Actuarial & Employer Services
Susan L. Myers

Chief, Legisla’cive & Federal Relations
Chris Nishioka

Interim Chie{, Post Retirement Services
Michael Ogata

Chief, Planning & Research
Tom Pettey

Chief, Human Resources
Steve Plli]lips

Chief, Change Management Office
Michael Priebe

Chief, JRS, LRS, & VEF Programs
Fred Steinmetz

Interim Chie{, Health Plan

Administration

Janet Toney
Chief, Health Benefit Services

AREA & FIELD OFFICES
Nancy Carter

Manager, Sacramento Area Office
Elaine Edwards

Manager, San Diego Field Office
Debra Gibson

Manager, Orange County Field Office
(vacant)

Manager, San Bernardino Field Office
Pat Largent

Manager, San Francisco Area Office
Charles McClamma

Santa Clara County Field Office
Steve Pietrowski

Manager, Fresno Field Office
Cora Williams

Manager, Los Angeles Area Office
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WE WILL MAKE OUR PROGRAMS, PROCESSES, AND STRATEGIC DIRECTIONS
understandable to our stakeholders and highly valued })y our internal and
external customers. We will increase education and promote open
communication. — Goal I1I

CalPERS provicles a variety of retirement benefit services for
menll)ers—a(lministering service and disability retirements, refunds to
members who leave CalPERS-covered employment, purchases of

additional service credit, and death benefits. We also offer general
education and informational services, so members can respon-
sil)ly plan for their retirement years. In fiscal year 1995-96,
CalPERS served well over one million members, working

with and through employers. This year more than
2,400 pul)lic agencies partnerecl with CalPERS
to provide quality benefits administration.
CalPERS pai(l nearly $4 billion in
total benefits this year. This amount is
expected to grow tremenclously in future
years as a maturing work force becomes
eligible for benefits. It is estimated by the
year 2024, more than $34 billion will be
needed annually to pay benefits. CalPERS
expects to fund this grow’ch in benefit
obliga’cions through its investments,
employer contributions, and employee
contributions which will continue to increase
the size of the Fund. CalPERS is presently
more than 95 percent funded.
For a pension fund the size of CalPERS,
service 1s constantly a top priority. At CalPERS,
there are nine different benefit formulas, with
55 separate contract options. There are 21 different types
of service credit members can purchase, with

seven different costing methods. As such, it

Being responsive to all those we serve is the is no wonder that CalPERS pays particular
foundaﬁon 0)[ our commitment to customer attention to provicling customers with
service. Assisting members to understand accurate, detailed information.

their benefits is our business. Jackie Martinez Those serving CalPERS members are
(left), Field Services representative, provides proud of our service record. For example,
one-on-one service to retiree Dale Coleman cluring fiscal year 1995-96, eigl’lt out of
and his wife, Luella. 10 members received their first service

retirement allowance payment within 30
days of their retirement date. Seven out of 10 disability retirement
applicants received their final papers within 30 &ays of approval. An

16



estimated 94 percent of beneficiaries received monthly death benefits within three months of
notification of a member’s death.
Each year, CalPERS provides a variety of seminars to help members, including
information on the importance of financial and estate

CalPERS planning, as well as information on tax planning, CalPERS

existing seminars, CalPERS developed no-cost programs for
members of all ages. By the end of the year, 128 seminars
will have been conducted for almost 8 000 members and
their spouses.

The most common way CalPERS members and
employers contact the System is ’chrough our telephone
information centers. More than 40 CalPERS staff handled

well over 400,000 calls clealing with member and benefit
questions. Over 86 percent of the callers got the information

Fsti 1 benefits, and Social Security. After an extensive review of our
Ustimatec
Benefit
H‘D&ynﬁ@ntg
9 in Billions
B
H
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= U they wanted without having to be referred to someone else
within CalPERS. This is due to a variety of improvements staff

initiated this year, including additional phone lines, extended hours, the

200
2009
2014

institution of 24-hour voice mail, new computer—assistecl aicls, and
software designed to improve call routing. Membe rship

CalPERS made some signi{icant improvements in telepl'lone H‘)‘y Ernployer
service for retirees too. More phone lines were installed and staff
was added who began assuming more processing tasks including
Golden Handshake adjustments, direct &eposit requests, address
cllanges, and the issuance of tax withholcling forms.

CalPERS expects many more changes in the future to ensure
smooth administration of benefits. The Actuarial and Employer

Services Division began what will be the most sophisticated actuarial

valuation program in the country. The development of software began in
]une 1996 and will be completed next fiscal year.

During the year, CalPERS also imp]ementecl the Member Action Request System
(MARS). This system allows employers to enter and transmit member information
electronically. It was pilote(], with the City of Roseville and Ly the end of the fiscal year was in
use in four pul)]ic agencies.

Our advancements provicle ’coday’s members with a goocl measure of security for their

future retirements and allows those now retired the aloility to enjoy their well-deserved leisure.

RETIREMENT (PERF) PROGRAM FACTS
726,039 active and inactive members
337,131 retirees, })eneficiaries, & survivors
16,487 new retirees

$3.83 billion paid in benefits
2,405 contracting puMic agency employers (includes school districts)
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A«ll(llﬁng Value and Se@umity

WE WILL CONTINUOUSLY MEET OR EXCEED INTERNAL AND EXTERNAL
CUSTOMER QUALITY-OF-SERVICE EXPECTATIONS. WC Wlll WOI'lQ to l)C a
customer-service based organization by working with our customers to
understand their needs. — Goal V

Retirement should be a special time, but many people look
toward it with a bit of anxiety. The comfort of being a CalPERS
member is that we are there to provicle the best services and benefits
possil)le, maleing retirement as secure as possil)le. Besides the security
of a defined benefit, CalPERS members are also eligible for a number

of programs that add value to a secure financial future. Among

them is the CalPERS Long-Term Care Program.

This program provides extended care for chronic

illnesses, which can quiclely (leplete the financial
resources of most members.
The care associated with chronic illnesses
can cost a member thousands of (lollars, with
B A Py the average annual cost of a nursing home stay
hfesaritians estimated at $44,000. This self-funded
insurance program complete(l its first
application periocl on June 30, 1996, with
more than 40,000 public employees and
their families enrolling.
The program provides comprehensive
coverage with features at a cost estimated to be
20 to 30 percent less than plans offered lay
conventional insurance carriers. The program
has premiums excee(ling $34 million and is now

the largest self-funded program in the nation. Its

enrollments place it among the top 10 percent of all
long—term care insurance providers in the nation. As a
result of the success of the first applica‘cion periocl, the
CalPERS Board voted to establish a second application period

laeginning in April 1997.

Another “value added” program
Our Deferreo] Compensation Program administered l)y CalPERS is the PERS 457
offers CalPERS members an additional way Deferred Compensation Program. This
to ensure a secure financial future. Marty program was clevelopecl last fiscal year for local
Walton (center) and Georganna Griﬁ[in pul)lic agencies. The investment options are
often participate in trade shows and (lesigne(l to be suitable for retirement savings
employee conventions throughout the State and are l)roaclly diversified across a range of
talking about this savings program. investment categories. By the close of the fiscal

year, 140 pul)lic agencies have offered this
program to their employees. CalPERS staff continued tl'lrougll the year to
solicit local agency employers to make this benefit available to their staff.
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Emptoyees of the State of California are able to obtain similar retirement savings t)y
investing their income ttlrougtl the Savings Plus Program, manage(t by the Department of
Personnel Administration (DPA). CalPERS offers three funds through the DPA program,
providing State employees with the benefits of CalPERS investment returns.

Another supplement to retirement savings offered to State emptoyees loy CalPERS is

the Supptemental Contributions Program. While contributions to this program
CLIPERS are made with after-tax dollars, the earnings received are tax deferred.
C Contributions are invested with the CalPERS investment porttolio,
ensuring the CalPERS net earnings rate.
CalPERS members also receive added value through their
ability to help secure a home loan. Through the CalPERS

Member Home Loan Program, 100 percent financing can be

H ncome

ot)tainect, with a 95 percent real estate loan and a 6 percent
personal loan secured t)y the member’s retirement
contributions. During the year, this Program purchased
approximately 3,000 real estate loans totating $405 million

EMPLOYER EMPLOYEE 11.
CONTRIBUTIONS CONTRIBUTIONS a.nct nearly 2,000 personal loans ot $14s mllllon.

"% 8% Since the Home Loan Program’s inception in
1981, over 40,000 real estate loans have Tot&]
been made, equaling $4.8 billion. The Membership
Personal Loan Program, which t)egan in 1994, has Five Year Review

made over 4,000 loans totaling approximately $26.5 million.
CalPERS programs not onty tletp members Luy tlomes, tliey
have a substantial impact on the California economy. Ttlrougtl the
CalPERS Single Family Housing and the Acquisition &
Development Programs more than 2,300 construction jobs have been
created and 3 ,000 homes built. Approximately 60 percent of the

homes built are considered entry level homes.

o
N
-
(2]
©
o
-

979,468

<
L) %)
© N
N o
© o
19 o
) =

1994
1995

CALPERS PROGRAM FACTS
* More ttlan 40,000 memt)ers enroned in ttle Long—Term Care Program
* Long-Term Care Program premiums exceed $34 million

* 140 agencies participating in the Public Agency Deferred Compensation Program

$4.05 million loaned througtl the CalPERS Member Home Loan Program
$14 million loaned ttlrougtl CalPERS Member Home Loan Program/ Personal Loan Program

Note:

! Includes gains in fair market value in investments and gains in sales of securities.
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To Your Health

WE WILL DESIGN, DEVELOP, AND DELIVER OUR PROGRAMS AND BENEFITS
to be innovative and market sensitive. We will create a menu of programs
based on the real needs of customers, as well as market conditions. — Goal VI

As the 1argest purchaser of health care in California—the
second largest in the nation—CalPERS continues to stand at the
forefront of change in health care (lelivery. Our advancements are
proving to not only benefit CalPERS members, but all Californians,
and the health care industry as a whole. For as we make the “system”

work for us, we make it work for everyone.

With nearly one million Californians in the CalPERS
Health Program, the tasks before us remain affordable
premiums, good quality care, and satisfied patients. As
we ride the tide of changes in health care delivery
and the industry, CalPERS has instituted “value-
based purchasing"—the optimal combination of
quality, service, and cost.
For the fourth straight year,
CalPERS negotia’ce(]. premium decreases
of 1.4 percent, with the addition of
1.2 percent added benefit value. Bight of
our Managed Medicare plans added a
hearing aid benefit and a $1 prescription
copayment. Several of our Basic plans
added chiropraotic coverage and two plans
added annual eye exams. HMO Supplement
To Medicare and Managed Medicare premiums
alone decreased an average of 38.5 percent and
health plan choices were expanclecl for those 1iving

in California’s rural areas and out-of-state. But cost

is only one component of our value equation.
During the 1995-96 fiscal year, CalPERS turned its
leadership focus to improvements in quality of

care ancl customer service. Internaﬂy, a new

Every parent wants the best for their toll-free phone service was initiated, aﬂowing
children. The bottom line in the CalPERS members greater ease in reaching the System.
Health Program is offering quality health In total 125,000 health benefits calls were
care. CalPERS member, Heather Huerta, handled during the year. We also experienced
her clauglzter Hannalz, and plzysicfan one of the 1argest open enrollment periocls ever,
Dr. Henry Clzang, work togetlzer asa with more than 26,000 transactions processecl.
“team’”, ensuring the family'’s well being. Enhanced technology has made it

casier, faster, and less expensive for pul)lic
agency employers to electronicaﬂy “deposi’c" premiums for their

employees, reducing costs for check processing, reconciliation, and
ploy g P g
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postage. In a new quality initiative, the Managed Prior Authorization Program was
implementecl in our self-funded plans, PERSCare and PERS Choice, prescription drug
program. This program ensures that certain drugs are used effectively and in accordance with
specific clinical criteria for medical appropriateness. We want to make sure patients get the
IR , best clrugs available for them.
VE{){@[ T lealth Dynamic changes in the managed care industry were witnessed in
’\L[li)g‘rﬂdim,l i plan mergers, changes in State and federal 1aws, questions on
S embersip rela’cionsllips between health plans and pllysicians and pllysicians and
Five Year Review patients, and movements for mandated industry improvements.
During the year, CalPERS pursued its partnership—worlzing
togetller with health plans—to clevelop mechanisms ensuring both

quality and satisfaction, as solutions to policy issues unfold.
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CalPERS health plan contracts now contain measures to
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monitor customer access to services, the plan’s a])ility to provicle

care, and their financial status. “Disease management” initiatives are

Leing established to proactively seek out those who can benefit most

1994
1995

from preventive measures in areas such as cardiovascular disease.
CalPERS continued to work with health plans
c].uring the year to assure that members can get : -
Health Plan

physician appointments in a reasonable time and make it easier to get Q e o .
Satisfaction

areferral toa specialist when needed. These areas were noted I)y our

members in a satisfaction survey we conducted as those in need of [rends
immediate improvement. Three Year Review
As the future comes in £ocus, CalPERS intends to be a BlHmo’s

strong patient advocate. Someone needs to speala for the patient lrro’s
and we will take that role. Provider network instability will no
10nger be allowed to interrupt patient care. Excessive executive

compensation and plan mergers that threaten our a])ility to reach our

“value quotient” will be scrutinized. Incentives that discourage the
medical community from providing the rigl'lt level of care at the right
time for as 1ong as necessary will also be examined. And CalPERS will

continue to monitor the debate on Medicare and Medicaid reform.

1994
1994

Our goal is to have those who provicle health care—the plans and the purchasers—worlz
togetller to focus on the health care needs of the patients and the health of California as a whole.

HEALTH PROGRAM FACTS

. 979,846 participants

* 65 percent of participants are State members

* 35 percent of participants are school and public agency members
* 1,078 participating pu})hc agencies

+ $1.5 billion paid in health care premiums

* Nearly 130,000 enrollment documents processecl annually
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Investments

WE WILL EFFECTIVELY ORGANIZE AND FOCUS RESOURCES to primarily
assure that sufficient funds are available to pay benefits and, to secondarily
minimize and stabilize employer contributions. We will integrate assets and
liabilities in cletermining strategies. — Goal VIII

INVESTMENT PROGRAM OVERVIEW

CalPERS investment port{olio reached a historic milestone
during fiscal year 1995-96 hitting the $100 billion mark. The
Fund's total port£olio marlzet Value as of June 30, 1996 was

Diligence and innovation continue to help
the CalPERS investment portfolio grow. We
take this responsibility seriously since steady
growtlz will ensure the funds needed to pay
future [Jeneﬁts are available. CalPERS Staf[
Tony Ives, Todd Smith, and Carl Guidi (/e][t
to right) monitor market activities of the

Fund in our headquarters “trading” room.

$100.7 billion, posting an impressive return of 163 percent.
Reaching this symbolic milestone served as a
reminder to our members tha‘c, first and £oremost,

investments in the Fund are safe and growing

stea&ily over the long term to ensure that
sufficient funds are available to pay benefits.
The CalPERS Board of
Administration’s decision to reaffirm the
System’s strategic asset allocation policy was
1arge1y responsil)]e for the Fund’s strong
per{ormance. This policy, which was
originaﬂy a(lopted in December 1994,
increased the Fund’s equity allocation to
63 percent and reduced the fixed income
allocation to 30 percent. Simultaneously, the
U.S. stock market enjoyecl one of the greatest

booms ever during the year as the Dow Jones

racecl past 5,000 n Novem]aer 1995, less than a
decade after it hit 2,000. As a result, our domestic

equities carned a 25.6 percent return. The benefits of
the policy proved significant, as the strong performance

of the Fund helped to minimize and stabilize contributions

required by employers and employees to
maintain benefits.

This year marked the 11" season of the
Fund’s successful corporate governance
activism. For a third year, the CalPERS Board
acloptecl a two-tier approach to the program,
targeting 10 “focus” companies and increased
monitoring of 26 other poorly performing
companies. An extensive stucly conducted 1)y
Wilshire Associates examined the effect of
CalPERS Corporate Governance. Up(la’ce(l
results proviclecl to the System cluring the year

22



indicated that for a five—year periocl, CalPERS

corporate governance activism in the U.S.

contributed significantly to the companies’

per£ormance. T}lese were com-

G th s panies that trailed the

Wrrowth 1

p/ﬂ )1 [ ll Ml Standard & Poor’s

Mool (S&P) 500 by

Market Value .
85 percent five

[‘“H e szw ['\) eV VH‘\\

years prior to
CalPERS
efforts, and
outperformecl

the index Ly

more ’cllan

9 in Billions

$76.1
$76.6

33 percent in
the five years
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foﬂowing our
activism.

To fulfill our
fiduciary obligation to exercise our
ownership rights abroad and increase returns
to the Fund, we launched a formal International
Corporate Governance Program in March
1996 The Board agree(l to {ocus its eHorts
initiaﬂy in the four countries with the
highest equity exposure: Japan, United
Kingdom, Germany, and France. The
System began to clevelop a culturaﬂy sensitive
international program that shares experiences
and reaches consensus on how corporate
governance can work in each country.

To ensure continued strong earnings
and prudent management of risks into the
21 century, CalPERS implemented some
investment operational improvements cluring
the year. The recruitment of two senior
investment officers to oversee the Fund’s
alternative investment and real estate port{olios
allowed for specialized oversight and
management of these programs. With this
1eaclersllip in place, the System l)egan thoroug}l
reviews of our real estate, private equity, and

alternate investments. Strategies for each

portfolio Legan to be cleveloped in 1996.
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The Fund’s alternative and private
equity investments proviclecl strong results
cluring the year, earning 9.8 percent and
15.2 percent, respectively, while the real estate
portfolio s]ightly unclerperformed the National
Council of Real Estate Investment Fiduciaries
(NCREIF) Index benchmark earning 7.9 percent
vs. 8.1 percent. The underperformance was a
result of continued mediocre investment
performance ]3y the real estate market.

In addition, CalPERS consolidated its
Real Estate Mortgage Unit with its Fixed
Income Unit to ensure an efficient and
effective investment process. The System’s total
fixed income port{olio earned 5 percent,
exceec].ing the Salomon Brothers Large Pension
Fund Index of 4.5 percent.

Oof equal importance, the Fund’s strong
performance results came at a low cost to the
System. According to a study issued by Cost
Effectiveness Measurement, Inc. (CEM) in
December 1995, CalPERS investment
operation costs of 11.2 basis points were below
the 13.2 basis point median of its peer group
comprised of other large multi-million dollar
corporate and pul)lic pension funds accorcling
to data compiled Juring the 1995 calendar
year. The cost of por’cfolio managers and other
consultants amounted to a little more than
one-tenth of one percent of the Fund’s value.

Our cost effective and efficient investment
management operations were also recognized
]Jy the State. In ]une 1996, the California
Department of Personnel Administration once
again awarded CalPERS the contract to
manage the S&P 500 Index Fund for the
Savings Plus Program. CalPERS manages
$103 million in assets for the P rogram.

Fulfilling our commitment to seek
investments that strengthen California’s economy,
we continued a proactive approach in malzing
pruclent investments in the State. Throug]l a
number of programs including private equity

investments, limited partnerships, single family



Investments

housing, land acquisition and (levelopmen‘c,
home loans, and external manager contracting,
CalPERS has diversified while driving
California’s economic gIOW‘t}l. Approximately
$129 billion has been committed l)y the

System for investment in California.
INVESTMENT PoLICY & STRATEGY

The Board has investment authority
and sole responsibility for the management of
assets. A complete set of regula’cions serves as
a guide for the Board’s Investment
Committee, CalPERS management, and staff
for carrying out the daily activities of the
investment program. Investment policies are
formally reviewed througl’x the System’s
Investments Policy Subcommittee and receive
final approva] ]3y the Investments Committee.

The following investment objectives
have been established for the port{olio.

Inflation
Achieve a total port£olio return of

4 percent in excess of the U.S. Consumer

Price Index.

Actuarial
Achieve a total portfolio return above

the assumed actuarial interest rate, currently
8.5 percent for the period ]uly 1, 1995
through June 30, 1996.

Performance

1. For the internal equity index portfolio,
achieve a return equal to the Wilshire 2500
Index, plus or minus 50 basis points.

2. For externally managecl assets, meet specific
performance o})jectives related to each
manager'’s investment style, which are
outlined in their contract(s).

3. For internal domestic fixed income
instruments, achieve a return in excess of the
Salomon Brothers Large Pension Fund Index.
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4. For equity real estate, achieve at least a

5 percent real rate of return.
ASSET ALLOCATION

The starting point and most important
component for CalPERS to achieve
successful returns on investment—large or
small—is its asset allocation decision. In the
1ong run, it is the way the Fund diversifies
stocles, l)oncls, cash, and other investments
that is largely responsible for the System’s
returns. The asset allocation decision is not an
asset-only or liability-only decision. All
factors, including liabilities and contributions,
are taken into account in determining the
appropriate asset allocation mix. The Board
approves a target allocation with range
guidelines for each asset class.

There are two types of asset allocations:
strategic and tactical. Strategic asset allocation
is the basis for long—term asset allocation
targets for each asset class. Within each asset
class, ranges are included in the policy to
provicle the ﬂexil)ility to take advantage of
market opportunities. Information is received
from staff, research services, and money
managers. The information serves as the basis
for tactical asset allocation which allows shifts
between classes to take a&vantage of emerging

or rapic”y cleveloping market opportunities.

CORPORATE GOVERNANCE &
CORPORATE RELATIONS

With over a decade passed since our
emergence as a leader in sharcholder-
corporation clialogue, CalPERS Corporate
Governance Program is at a pivotal develop-
mental stage. Perl’laps the most important
question, as we seek to define corporate
governance for the future, is what has the
movement achieved? And are the results

sustainable in the future?



During the first half of the fiscal year, CalPERS asked these fundamental questions—

both externally and internally—as part of its strategic re-evaluation of our Corporate

Investment

Portfolio-
Market Value
$ in Billions

INTERNATIONAL
FIXED INCOME

$3.9

DOMESTIC
FIXED INCOME
$28.9"

INTERNATIONAL
EQUITIES

$16.34
CASH
EQUIVALENTS

$1.7

Governance Program. As a result, we concluded that activists

must continue to be involved in corporate governance.

But, to continue to be effective, this involvement

must change.

PRIVATE EQUITY

$0.9
REAL ESTATE

EQUITIES
$5.6

ALTERNATIVE
INVESTMENTS

$1.4

DOMESTIC
EQUITIES

$41.32

RECEIVABLES/
PAYABLES

$0.7

We refocused our energies. First, we
included more of the “stragg]ers" in
corporate America—the smaller
companies that have not yet paid

substantive attention to governance issues
and that are underperforming their
industry peers.

Second, we acknowledged the

possibility—where necessary to ensure

director accountability for management
oversight—of engaging in assertive “vote no”
campaigns against incumbent directors and of

using more extensive proxy solicitation to support

shareholder proposals than have been used in the past.

Thir(l, we continued to focus on board structural issues, with an expansion into board

performance—l)oth individual and collective. We Legan to examine the quality of individual

board members and whether their efforts have added value to the company.

Finaﬂy, in a major expansion of our governance efforts, we launched a formal

International Corporate Governance Program. Given the increase of international equities that

are being added to the Fund, adoption of the program was a logical and necessary step to increase

the monitoring of our foreign securities and fulfill our fiduciary o]aligation to exercise our

ownership righ‘cs abroad. The System l)egan to construct its international governance efforts
through key leaders within those countries, with CalPERS participating in a supporting role that

is respect£ul of the unique cultures and financial structures of the countries.
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Notes:

! Includes all internally managed portfolios that
include a small percentage of equities.

2 Includes all interna//y managed port][o/fos that
include a small percentage of fixed income.

3 Includes domestic f‘ixeai income securities held in the
externa//y managetj g/olm/ asset allocation portfo/ios.

* Bxcludes cash managed internally.
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INTERNAL EQUITY INVESTMENTS

The Board’s decision to increase the Fund’s allocation to
equities continued to help perf‘ormance as the equity markets
outpacecl the bond market over the 1ong—’cerm, which is the Fund’s
horizon. CalPERS believes the shift into equities is a natural and

necessary response to the J.emographic realities that we face.
Of the $41.3 hillion in domestic equity, approximately

84 percent are internally managed in an indexed portfolio

CalPERS (].esigne(]. to provide the return of the Wilshire 2500
[nternational Index of 26 percent for the one year period ending
[nvestments June 30, 1996. The strategic objective is to

obtain broad domestic equity market exposure
lay closely tracleing the clesignatecl
benchmark index. Performance of the
System’s domestic equities was very close
to the ]Jencl’nnarle—earning Impressive
returns of 25.6 percent.
Quantitative methods for

portfolio management and computer

systems for trading are extensively
utilized in the management of the

‘ gﬁ’lrtlz $25 Million . %zglg;j 500 Million System’s internal equity investments.
Israel Malaysia
%:;:ml)ourg ‘$500 Million - $1 Billion EXTERNAL MANAGERS

Australia

. $25 - $50 Million Canada The selection of external
g;;leece I}g;)lr;g Kong managers affords the Board the
Norway Netherlands opportunity to acquire portfolio
};gé‘;ial vazi&nen management expertise not available
Turkey Switzerland internaﬂy and to gain the diversification

of clistinctly separate strategies and
‘ $50 - $100 Million ‘Over $1 Billion

Argentina France

approaches to investment of the Fund.

Austria Germany Approxima‘cely 16 percent of the
Eirzlzild %‘E?;d Kined domestic equity portfolio—6.5 percent of
Ireland edom the total CalPERS por’cfolio—is managec]. Ly
Korea 11 external managers. The objective of the
$100 - $300 Million active domestic equity program is to achieve
Belgium returns in excess of the S&P 500.

ﬁiﬁiﬁ?ia In addition, CalPERS total interna-
New Zealand tional investment program is managec],
gillli:fpcijjs externally, using 14 investment managers.
Southp Africa Eight of the managers are equity managers,
Thailand including seven active international equity
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managers and one passive international equity

index fund manager. Four of the managers are
international fixed income managers, while the
remaining two are glo})al asset allocators. The
Board also contracts with two currency overlay
managers to manage a portion of the currency
exposure of CalPERS passive international
equity investments. The total international
investment program comprises approxima’cely
2,0 percent of CalPERS total port{olio. Of the
managers in the glo})al investment program,
only the two glol)al asset allocators are allowed
to invest in U.S. securities.

The foreign countries in which

CalPERS is invested are:
Europe
Austria Luxeml)ourg
Belgium Netherlands
Denmark Norway
Finland Por’cugal
France Spain
Germany Sweden
Greece Switzerland
Ireland Turkey
Ttaly United King&om
Pacific Basin
Australia Malaysia
China New Zealand
Hong Kong Philippines
Indonesia Singapore
Japan Taiwan
Korea Thailand
Latin America
Argentina Chile
Brazil Peru
North America
Canada Mexico
Other
Israel South Africa

It is expected that countries will be
added to the list as new markets open up.

27

DOMESTIC FIXED INCOME
INVESTMENTS

Domestic fixed income is comprise(l
of U.S. Treasury, corporate, securitized and
non-securitized mortgage-backed securities,
and other types of mortgage loans represent-
ing $289 billion. Performance of the
System’s domestic fixed income investments
was O percent, which slightly exceeded the
Salomon Brothers Large Pension Fund
(LPF) Index that returned 4.5 percent.

While the international bond markets
performed only somewhat better than the
U.S. market, active portfolio management
was able to add value to the Fund. Over five
years, annualized performance for total fixed
income including domestic and international
was 10.3 percent, which again exceeded the
LPF benchmark of 9.5 percent.

ALTERNATIVE INVESTMENT PROGRAM
AND PRIVATE EQUITY INVESTMENTS

In fiscal year 1995-96 a senior
investment officer for the System’s alternative
and private equity investments was added.
Under the direction of the Chief Investment
Officer, the senior investment officer Legan a
thorough review of the System’s private equity
port£olios and })egan preparing for the
clevelopment of an investment strategy.

The Board has allocated 3 percent of
the total Fund for investment in alternative
assets and a 2 percent to private equity
investments. The alternative and private
equity investment programs have combined
commitments of $4<.4 l)inion, of which over
$2 billion was invested.

Alternative investments include a broad
range of investment opportunities which
require commitment of capital over extended
periods of time, usuaﬂy 10 years. These

investments are made through participation as
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a limited partner in an investment fund. In
addition, these commitments require four or
more years to invest the capital allocated to
the partnership. Also included in this area
are alternative emerging investments which
involve new, non-traditional investments,
including first-time funds, certain emerging
markets, and California—targeted investments.

Approximately $3.8 billion of the
System’s port{olio is committed to
alternative investments and have been made
in a core of experiencecl partnerships that
have proven performance track records.
CalPERS has committed to 71 partnerships
with 58 sponsoring organizations. Of these,
approximately 36 percent of committed
dollars to be invested are to partnerships
resicling in California.

Private equity investments are &irectly
negotiated purchases of equity and equity-
related securities from private or puuicly
traded entities. As opposecl to investing in
publicly traded equities, we retain discretion
over the form and terms of the investment
instrument and are responsil)]e for the
negotiation, structuring, and monitoring of
the investment.

CalPERS private equity investment
has developed more slowly and includes three
direct investments and two coinvestments
with total commitments of $596 million.

In both alternative investments and
private equity, the investments are typically
long-term positions that are expected to
provide signi{;icant returns over periocls of
nine years or longer. They increase the
diversification of the total portfolio,
contrihuting to the enhancement of return
and the reduction of risk.
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REAL ESTATE INVESTMENTS

At the end of the fiscal year, the real
estate equity portfolio was valued at
$5.6 billion and comprisecl 5.5 percent of
the total Fund. The portfolio is managed in
two distinct components that include core
and specializecl real estate investments.

During the fiscal year, a senior invest-
ment officer was hired to manage the
System’s real estate investments and clevelop
an overall strategy for the portfolio. The goal
of real estate investments is to generate
attractive risk adjusted returns, cliversify risk
of the overall mixed asset portfolio, and
provide an inflation heclge when real estate
markets are in equilibrium.

The System’s core real estate
investments offer numerous benefits in a
mixed-asset portfolio by reducing risk through
diversification, provi(ling an expected risk-
a(ljuste(l return between pu]olic debt and
equities, and generating cash flow. Approx-
irnately $3.8 billion—or 67 percent of the
total real estate portfolio—is core real estate
which includes investments in apartment,
industrial, retail, and office properties.

CalPERS specializecl real estate
portfolio primarily targets higher returns in
niche opportunities and includes specialize(l
investments of $1.8 billion in housing,
tirnl)er, and franchise finance.

The real estate program is managed
interna]ly, with a 7 percent fund target
allocation established l)y the Board. Twenty-
two external managers are utilized for real
estate equity placements. In addition to
traditional real estate placernents, CalPERS
continued to originate new programs and
investments which aid California’s economy

and provicle appropriate rislz—a(ljusted returns.



CalPERS Single Family Housing
Program continues to generate new home
construction in California, generating
returns for the System of approxima’cely
20 percent. In addition, the System has
invested approximately $77 million in its
Acquisition & Development Program, a
residential land development program
exclusive to California. Further, CalPERS
Member Home Loan Program, which
provides up to 100 percent financing on

home mortgages, has purc}lased over

40,000 loans totaling $4.8 billion dollars
since its inception in 1981. Of CalPERS

total real estate investments, approxima’cely

$1.9 billion are invested in California.
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SECURITY ANALYSIS & RESEARCH

The Securities Analysis & Research
Unit provicles in-house research, analysis,
and recommendations in the areas of fixed
income, equity, private equity, real estate,
and corporate governance to assist in malzing
investment decisions. Ongoing monitoring of
fixed income securities and real estate
transactions includes annual industry reviews.
Staff review all existing fixed income holclings
and provide an industry overview.

The Research Unit also provi(].es the
initial screening, analysis, and recommenda-
tions regarding the selection of under-
per)forming companies for the CalPERS
corporate governance activities and provicles
analysis on selected target companies. Other
responsibilities of this Unit include review of
corporate actions, including mergers,
acquisitions, and tender of{ers, as well as

review of private equity transactions.



Legislative Highlights

WE WILL HAVE A POSITIVE PUBLIC IDENTITY AND RELATIONSHIPS WITH
OUR EXTERNAL CUSTOMERS AND STAKEHOLDERS. We want to be considered
as a trustworthy, equitable, cost-effective, responsive, and well-managed

organization. — Goal VII

STATE UPDATE

During the year, the CalPERS Board of Administration
adopted Legislative Policy Standards providing general policy

principles. In 12eeping with the Strategic Plan, these principles

serve as a guicle to staff and the Board in formulating
positions on legislative proposals. The Board’s duty to
its participants and beneficiaries takes precedence

over any other cluty.

The following is a brief summary of

CalPERS-related legisla’cion, which was enact-
ed cluring the second year of the 1995-96

Session of the California Legislature. (New
laws become effective January 1, 1997,

unless otherwise notecl.)

AB 166, Chapter 318 (Cannella)
Continues a CalPERS-administered

program permitting school districts to

provide Medicare coverage to members of the

State Teachers’ Retirement System hired prior

to April 1, 1986 until ]une 30, 1999.
(Eﬁective ]uly 29, 1996)

AB 2400, Cllapter 1164 (Miller)

Provides that part-time employees, who are

CalPERS members (other than local safety mernl;ers) , not

vested in CalPERS, and worlzing less than half time (luring a fiscal

Creating relationships of trust ensures
legislative actions are cost-effective and
efficient for all those concerned. Senate
Consultant David Felderstein and Senator
Teresa Huglzes (from Ieﬁ to riglzt) work
closely with CalPERS Legislative Services
Cln'ef Susan Myers and Assistant Executive
Oﬁ[l'cer Robert Walton on activities aﬁ[ecting
CalPERS members and stakeholders.

year, can be placed in an alternative retirement
system, if the employer has established one,
and the represented employees have agreed
‘chrough collective l)argaining to be subject to

this action.

AB 3478, Chapter 1120 (Aguiar)
Allows the spouse of any deceased
local safety ﬁreﬁghter or peace officer who
died in the line of clu‘cy to receive the pre-
retirement monthly death benefit for life,
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regardless of their current or future marital
status. The new law also requires local
employers to continue to provide employer-
sponsore(l health benefits to eligihle spouses
and (lepen(lents of local safety fireﬁghters or
peace officers who die in the line of duty.
(Eﬁective Septem})er 30, 1996)

SB 468, Chapter 927 (Me]lo)

Creates a new administrative proceclure
between the Department of Social Services
and CalPERS to collect delinquent court-
ordered child, {amily, or spousal support

payments from members or beneficiaries.

SB 713, C}lapter 171 (Ma(l(ly)

Revises property tax provisions of the
Revenue & Taxation Code, allowing county
assessors to annua”y collect property taxes
on CalPERS-owned properties, rather than
each time a possessory interest is created,

such as when })uil(ling tenants change.

(Effective July 17, 1996.)

SB 1494, C}lapter 482 (Diﬂs)

Amends the Public Employees’
Medical & Hospital Care Act to allow
eligi]ale judges, who retire under the ]uclges’
Retirement System 11, to continue health
coverage upon assuming responsibility to pay
the employer contribution. This statutory
change also clarifies that a nonmember shall
have no further community property interest

in the JRS I Fund upon dissolution of

marriage to a member.
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SB 1859, C]’xapter 906 (Alquist)
Renumbers the California Public

Employees’ Retirement Law in accordance

with the 1995 Law recodification.

SB 18717, C}lapter 680 (Rogers)

Changes the law to comply with
federal statute concerning refunds for
members electing to participate in the State
Second-Tier retirement plan. Amended
California law to conform with federal
mandates (Uniformed Services Employment
and Re-employment Rights Act of 1994) on
leaves of absences from employment, such as

military service.

SB 1945, C}lapter 502 (Craven)
Prohibits the trustee of a CalPERS
contracting agency that has filed for
l)anlzruptcy under Cl’lapter 9 from ending its
contract with CalPERS, retaining the
contracting agency’s liability for its retirees’
allowances. This law also allows any
California public agency, regar(ﬂess of
whether it contracts with CalPERS for
retirement coverage, to participate in the

CalPERS deferred compensation program.



Legislative Highlights

FEDERAL UPDATE

CalPERS closely watched clevelop—
ments at the federal level for Changes in
policy or programs which could impact
System participants and worked in conjunc-
tion with other pension plans, employer and
employee groups, and labor and retiree
organizations in addressing issues of
significance to CalPERS and its
stakeholders.

During the second year of the 104"
Congress, CalPERS scored major legisla‘cive
victories with the enactment of long—sought
changes to Sections 415 and 457 of the
Internal Revenue Code and tax benefits
for enrollees in the CalPERS Long-Term
Care Program.

CalPERS has sought to protect the
System and its beneficiaries from significant
harm because of unintended consequences in
the application of the U.S. tax code.
Historically, the application of Internal
Revenue Code Section 415 to pul)lic
pension plans failed to reflect the important
differences between pul)lic and private sector
plan structures, sponsors, and participants.
In response, CalPERS successfully sought
reform of Section 415 to reflect the unique
characteristics of pul)lic plans. Also, Section
457 plans are now indexed annually to
reflect cost-of-living increases. This change
put plan beneficiaries on a level playing field
with beneficiaries of 401 (12) plans used
mostly in the private sector. In addition,
Section 457 assets and income will be
requirecl to be held in trust for the exclusive
benefit of CalPERS participants and
beneficiaries—instead of governmental
employers’ own accounts.

A major accomplishment in 1996
was passage of the Kennedy-Kassebaum
health insurance reform Lill, H.R.3103.

This measure contained a long—term care
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section to encourage individuals to purchase
1ong—term care commercial insurance
contracts. Under this new law, individuals
who purchase long-term care commercial
insurance contracts will be able to deduct
the cost of premiums. A(lditionally, the
value of benefits received will not be taxed
as income. Since the CalPERS 1ong—term
care benefits are provided through a self-
funded program and are not commercial
insurance contracts, CalPERS was successful
in having 1anguage added to H.R. 3103 to
ensure that our enrollees would benefit from
the favorable tax treatment.

In 1997, all signs indicate that
interest in pension security among elected
officials will increase, particularly as
concerns over Social Security and Medicare
move into the legislative spotlight. Last
year, federal lawmakers of both political
parties pursued a record number of pension-
related initiatives. If comprehensive federal
tax reform gains momentum, CalPERS and
other pul)lic plans will move aggressive]y to
protect against changes that could

negatively impact retirement security.



CalPERS Profile

With assets having an estimated market value of $100 billion,
the California Public Employees' Retirement System (CalPERS) is
America’s largest public pension fund, the third largest in the world.

Heaclquarterecl in the State’s capital, Sacramento, CalPERS
provicles retirement and health benefit services to more than one
million people and more than 2,400 public employers. The System
also operates seven offices located in San Francisco, Los Angeles,
Orange County, San Bernarclino, San Diego, Santa Clara County,
and Fresno.

We're in the service business—and we've been at it for some
time. CalPERS was established Ly 1931 1egisla’cion as a retirement
system for only State employees, effective January 1, 1932. In 1939,
other puMic entities were allowed to contract with the System to
provicle retirement benefits. Classified school employees also became
eligible in 1939. In 1962, the Public Employees’ Medical & Hospital
Care Act authorized CalPERS to provide health coverage for State
workers. Five years later, this program was expancle& to include local
public agency employees on a contract basis.

While CalPERS is gui(led by State law, the CalPERS Board of
Administration and our 1,000 employees work on behalf of our

customers—our most important asset.

ON THE COVER

Customer service is at the heart ofour
][ocus. Bui/c[ing re/atfo;15[1ips, provio[ing
quality service, and going the extra mile.
CalPERS Health Plan Administration
representative, Michelle Mitchell (rfg]ﬁ),
assists Ann Hart/ey who retirea]][rom the

Department of Transportation.



